General Business Conditions 





HE business recession has continued 

during December, although the rate 

of drop has been slower than in the 

Fall months, and a few signs have 

appeared that the decline is flattening 
out. Even in good years industrial operations 
are likely to slacken toward the year-end, due 
to the holidays and the inventory period; and 
when times are bad the curtailment is usually 
extensive. The steel industry operated during 
Christmas and New Year’s weeks at only 23.5 
and 19.2 per cent of capacity, respectively. 
Automobile and textile operations have been 
reduced further. According to preliminary 
figures, the Federal Reserve Board’s index of 
industrial production, which dropped from 117 
in August to 90 in November, will be still lower 
for December. 

In contrast with these declines, the commod- 
ity markets have been firmer and new orders 
in some lines have picked up moderately. Sales 
of cotton goods have improved to the best 
figures since last Spring, and in many construc- 
tions have exceeded production. Buyers have 
been operating a little more freely in copper, 
and in hides. The wool market is steadier, and 
the price of steel scrap, a commodity which 
usually is a sensitive indicator of conditions 
in the steel industry, has rallied after a long 
decline. This modest improvement in buying 
evidently reflects a need for the commodities, 
for there has been no change in the prevailing 
policy of keeping down forward commitments. 

No one can state positively whether this 
improvement will hold, or when it will become 
sufficient to halt the decline in employment 
and income. Business men are not optimistic 
on the nearby prospects. However, a period 
of stability would naturally be expected after 
a drop of well over 25 per cent in industrial 
production in four months. All movements of 
business tend to exhaust themselves, and the 
sharper ‘the recession the sooner the leveling 
out should come. For four months there has 
been a great curtailment of expenditures, espe- 
cially by the industries themselves and by dis- 
tributors of goods, and to a lesser extent by 
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consumers also. The effect has been an un- 
precedentedly swift recession. Nevertheless, 
this curtailment represents the effort of each 
individual involved to strengthen his own posi- 
tion, and as each accomplishes that purpose 
the general situation will be strengthened. 


The Inventory Situation 


The first concern of business men as the 
recession developed was to reduce their inven- 
tories and commitments. Distributors short- 
ened their purchases of goods and manufac- 
turers their buying of materials, and in all 
quarters output was cut down. Undoubtedly, 
however, the curtailment of buying, proceeding 
on an increasing scale from the retailer back 
to the producer, has been more drastic than 
the curtailment in the distribution of goods to 
the consumer. Christmas trade has not fallen 
off as seriously as some feared. The New 
York City stores, making a good start early 
in the month, came close to equaling the dollar 
figures of the previous year; and for the coun- 
try as a whole the declines were moderate. 

With the conservative buying that has pre- 
vailed since Summer, these sales have con- 
siderably reduced merchandise inventories. The 
general testimony is that merchants will make 
every effort to move remaining surplus stocks 
during January, marking down prices as neces- 
sary. By the end of the month they propose 
to have inventories plus commitments back to 
a conservative working basis, and well below 
a year earlier. 

The steel industry has been a leader in the 
recession, and the evidence that steel inven- 
tories have been materially reduced seems con- 
vincing. When steel operations were last below 
20 per cent of capacity, in 1932 and 1933, build- 
ing activity and automobile production, repre- 
senting two principal users of steel, were less 
than one-half of the present rate; and the con- 
sumption by miscellaneous industries was un- 
doubtedly much less than now, as the Federal 
Reserve Board’s index of general manufactur- 
ing activity was then in the range of 60 to 65. 
If steel production was in line with consump- 
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tion then, it is manifestly below consumption 
now. A slight improvement in orders is re- 
ported by the trade reviews. 

Stocks of textiles on the whole are gradually 
being absorbed. Woolen mills thus far have 
had the poorest season on Spring fabrics in 
many years, but they have curtailed in pro- 
portion, and belated seasonal requirements will 
lead to resumption of operations by some mills 
early in the year. The curtailment in rayon and 
silk weaving has been extreme for several 
months, and improvement is in order within 
the first quarter. The cotton mills may be the 
last division of the textile industries to increase 
operations, since they were accumulating goods 
until quite recently. Shoe factories have begun 
work on Spring lines, though still uncertain 
how the season will turn out. The cooperative 
attitude of labor in the New England shoe fac- 
tories, accepting wage reductions that will per- 
mit the manufacturers to set prices low enough 
to bring orders, is a notable development. It 
means that the labor will have work instead of 
being unemployed, and is a demonstration that 
the interests of everyone in the shoe industry 
are mutual rather than antagonistic. 

The automobile inventory situation, as meas- 
ured by dealers’ stocks, has become more un- 
favorable, and the nearby outlook is not en- 
couraging. Although total assemblies during 
November and December were approximately 
27 per cent less than in the same period last 
year, stocks of both new and used cars are 
heavy in relation to sales. January and Febru- 
ary are not good selling months and production 
will be severely curtailed until Spring at least. 
The General Motors Corporation has gone on 
a three-day week, and released about 30,000 
employes. Chrysler is also curtailed, while 
Ford, having started late, will continue to turn 
out 4,000 cars daily for the present. 

In the commodities generally, inventories 
carried by consumers are being steadily re- 
duced, but there is a backing up in producers’ 
hands, as in the non-ferrous metals. Curtail- 
ment, both spontaneous and organized, has 
been spreading. Foreign copper producers on 
December 1 reinstated their restriction plan, 
and the domestic producers have cut operations 
sharply. The International Tin Committee has 
reduced export quotas for the first quarter 
from 110 to 70 per cent, and the Rubber Com- 
mittee from 90 to 70 per cent, which is calcu- 
lated to check the rise of stocks. Wool, cocoa 
and coffee producers have been withholding 
supplies, a reaction to the lower prices. 


How Can Consumption Be Maintained? 
When each individual has worked off his 
excess stock buying must recover to the level 
of consumption. However, the problem is not 
simply one of inventories, for the level of con- 
sumption is not fixed; it will vary with the 
level of employment, and with the develop- 





ments that influence the rate of spending by 
business itself. Business men are disturbed by 
the evidence of declining purchasing power. 
The substance of the matter is that recovery 
will require a balancing not only of production 
and consumption, but of costs, prices and other 
economic relationships as well, so that con- 
sumption can be maintained. 

Undoubtedly there are many who hope that 
the situation may be restored without making 
difficult or painful adjustments, but nothing 
short of a great upsurge of confidence and in- 
vestment will make this possible. Conditions 
have changed, and there is no formula for 
improvement except by adaptation to the 
changes. The economic law points the way out, 
and should be accepted and followed, for auto- 
matically it puts pressure upon those places 
where adjustments are needed. If prices of 
some things are too high in relation to other 
prices the signal of disorder is the inability to 
sell the goods; and unemployment signifies 
a general lack of balance between wages and 
other incomes, costs and profits, and other 
elements in the system. 

Staple commodity prices have fallen by about 
30 per cent since the middle of August. Prices 
of some manufactured goods have been ad- 
justed to the lower material prices; and where 
this has been done, as in cotton goods, men’s 
clothing, rugs and floor coverings, furs, rayon 
yarn and woven goods, hats, and many other 
items, trade prospects are improved. On the 
other hand, price adjustments generally are 
made difficult by the inflexibility of wage and 
other costs. As an offset to savings that the 
industries can pass on to consumers by reason 
of cheaper raw materials and more efficient 
operation, elements of cost outside their control 
are being increased. Bituminous coal prices 
were advanced on December 15, under the price 
fixing machinery set up by the Guffey Act. 
Increases in certain railway freight rates were 
made effective during the Fall and application 
for a horizontal advance of 15 per cent in most 
rates is pending. The railroads in the year 1937 
granted wage increases, the cost of which they 
estimate at $134,000,000. It is undeniable that 
they need the increase in revenues; neverthe- 
less, if the proposed higher rates are established 
they will add to the costs of all the industries 
at a time when the need is to reduce costs. 


Natural Checks to Recession 


What natural influences stop business reces- 
sions? And how, through the cooperation of 
everyone involved, can the natural adjustments 
be facilitated? Obviously these are the impor- 
tant questions. As the recession proceeds it 
tends gradually to become immune to further 
contraction and responsive to favorable influ- 
ences. The supply of unused labor and capital 
increases and the cost of employing them 
decreases; efficiency improves; idle bank de- 

















posits accumulate; fixed charges are reduced 
by debt retirement and refunding; replacement 
demands build up; and new products come on 
the market. Buyers know that prices will not 
fall forever and, as the markets decline, gradu- 
ally become more willing. Concurrently, in a 
truly flexible system, wages and prices are ad- 
justed as the situation may require in order to 
restore the flow of trade. 

This is the natural way in which a downward 
movement in business ends and recovery be- 
gins. At present the cost of capital is already 
low to strongly-situated borrowers, but a 
broadening of the capital markets is needed. 
No great destruction of bank deposits through 
retirement of debt is to be anticipated. Ob- 
viously the principal difficulties are on the side 
of business itself, and in the economic relation- 
ships existing. 

Finally, the factor of confidence, the will to 
spend and invest, is important; and confidence 
manifestly is low. The public attention is cen- 
tered upon taxation, the public utility situation, 
and other questions in which Government 
policy is involved. Evidently developments in 
Washington will have an important influence 
upon business sentiment. 


Money and Banking 





The principal features of the banking situa- 
tion during December were: a sharp bulge in 
the total loans and investments of the weekly 
reporting member banks in 101 principal cities 
over the quarterly tax period, a considerably 
smaller than usual seasonal expansion of holiday 
currency requirements, and a continued out- 
flow of gold to Europe. 

The upturn in credit was of interest in that 
it marked the first important interruption of a 
practically continuous decline in the earning 
assets of the banks since the first of September. 
Ever since the beginning of the year the trend 
of bank credit has been generally downward, 
but in the last few months the decline was espe- 
cially rapid, cancelling approximately $900,- 
000,000 of reporting bank loans and investments 
between Labor Day and December 1. 

The upturn in earning assets was due in part 
to a pause in the decline of loans and in part to 
an increase in bank holdings of United States 
Government securities (direct and fully guar- 
anteed), both changes having to do with the 
Government financing on the 15th. On that 
date the Treasury offered for cash $250,000,000, 
or thereabouts, of 8-year 21%4 per cent bonds, 
and $200,000,000, or thereabouts, of 5-year 134 
per cent notes, which were heavily oversub- 
scribed and allotted in the amount of $512,544.- 
450; in addition, the Treasury offered to 
permit holders of $276,000,000 of 254 per cent 
notes maturing February 1 to exchange their 
notes into the new issues. At the same time, the 
Treasury collected the fourth quarterly instal- 
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ment of income taxes, and immediately follow- 
ing the 15th paid off $450,000,000 of maturing 
treasury bills. The effect of these operations 
upon bank credit was to cause, first, an ex- 
pansion as dealers and brokers borrowed in 
order to carry notes eligible for exchange, and 
as banks subscribed to the new issues; and, 
later, a contraction as exchanges were com- 
pleted and as the Treasury used its newly 
acquired cash to retire bills. 

Apart from the effects of Government financ- 
ing, changes in bank credit were of mixed 
character during the month. The decline in 
commercial, industrial and agricultural loans 
was halted during the first two weeks, but was 
resumed in the third. Bank holdings of securi- 
ties other than Government increased. Demand 
liabilities owed to others than banks and the 
Government showed considerable stability from 
the first of November on, but dropped sharply 
to a new low point for the year, following the 
collection of income taxes on the 15th. Time 
deposits likewise declined during the month, 
but other classes, including Government and 
foreign bank deposits, either increased or were 
little changed. Mention should be made of a 
moderate uptrend during recent weeks in bank- 
ers’ balances at New York, as contrasting with 
the tendencies last Winter and Spring when 
interior banks were drawing heavily upon their 
New York accounts to meet higher reserve 
requirements, increased local loan demands and 
other needs. 

No doubt, further declines in business or the 
stock market would be accompanied by a 
further contraction of bank loans, but whether 
the result would be a continued shrinkage of 
total bank credit is not clear. Evidently, this 
would depend largely upon bank policies with 
respect to additional investments in Govern- 
ment and other securities; likewise, it should 
perhaps be added, upon the supply of such 
securities. With loans declining, there is con- 
stant pressure upon the banks to increase their 
investments in order to maintain earnings, and 
obviously this pressure would be augmented by 
any official action having in view a further 
increase in the volume of available funds. 

Holiday Currency Requirements Lag 

Due apparently to decreased factory payrolls, 
reduced holiday trade in many sections and 
diminished public spending generally, the 
volume of currency in circulation increased 
only a little more than $100,000,000 during the 
first three weeks of December, and at the 
Christmas peak was only $1,000,000 greater 
than a year before, compared with a gain of 
nearly $700,000,000 over the year previous 
when 1937 began. With December currency 
requirements falling below normal, excess re- 
serves of the banks were maintained at rela- 
tively high levels during the month, totaling 
during Christmas week approximately $1,000,- 
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000,000 for all member banks and around $300,- 
000,000 for New York City banks alone. 

Following the turn of the year, excess re- 
serves should be further increased by the usual 
seasonal re-deposits of currency. Ordinarily this 
movement of currency amounts to about $400,- 
000,000, though whether it will be so great this 
year is difficult to estimate owing to abnormal 
factors in the situation. 

Money conditions continued easy, without 
appreciable change in rates, 90 day treasury 
bills being discounted at slightly above 1/10 of 
1 per cent yield. The market for high grade 
bonds was strong, with Government issues 
leading. Both of the new treasury issues sold 
on the 15th rose to substantial premiums, while 
some of the older notes of the longer maturities 
likewise reached new high levels. 


Gold Exports 

We referred in our December Letter to the 
shift in the capital flow between Europe and 
the United States in recent months, and to the 
commencement of a gold export movement 
from this country. This movement was given 
impetus by rumors during the Fall of a possible 
change in the value of the dollar. Altogether, 
reported gold exports have amounted to $45,- 
000,000 since November 8, of which $40,000,000 
has gone to France and $5,000,000 to Great 
Britain. Figures for both the total monetary 
stock and the “inactive” gold reveal decreases 
approximating this amount. 

On balance, reported statistics on gold re- 
ceipts and losses for December showed a net 
gain in receipts amounting to $16,000,000, due 
mainly to imports from Japan. Indications are, 
however, that the losses as reported were in- 
complete, and that actually the totals ran much 
larger. The belief is that these losses were 
met out of the unreported holdings of the 
stabilization fund. 

Of interest in connection with gold move- 
ments was a drop in “Foreign bank deposits” 
in the Federal Reserve Banks from $272,000,000 
on December 1 to $189,000,000 on the 22nd, ac- 
companying a rise in “Other deposits” (which 
include cash balances of the stabilization fund) 
from $189,000,000 to $281,000,000 in the same 
period. Considering the two items together, 
the evidence seems to point to a considerable 
shift of foreign central bank money, heretofore 
on deposit with the Federal Reserve, into gold. 
In the open exchange market, the movement 
of private capital appeared to be about in equi- 
librium. According to a report from the Trea- 
sury Department on December 21, statistics of 
the capital movement indicate that foreign 
purchases of American securities have been 
exceeding sales in recent weeks. 


Developments in Silver 





Silver has been out of the newspaper head- 
ings for nearly two years, but in recent weeks 


unsettled conditions have brought it back. The 
war in China resulted in heavy exports of the 
metal, first to Hong Kong and then to London, 
where they caused a weakening of the “thin” 
market. Another factor has been the prospec- 
tive expiration and lapse of the London Silver 
Agreement of 1933. This agreement was ini- 
tiated by the delegates of eight nations to the 
Economic Conference, but subsequently was 
ratified by the respective governments, and 
covered the period to December 31, 1937. The 
object was to support the price of silver in 
world markets by withdrawing surplus supplies 
from sales abroad. India and Spain, as large 
holders of silver, agreed to limit their sales 
from demonetized coin, while China agreed not 
to sell any silver from demonetized coin. The 
five largest producing countries—the United 
States, Mexico, Canada, Australia and Peru— 
agreed, in return, to purchase silver on govern- 
ment account from their domestic producers, to 
a combined total of 35,000,000 ounces annually 
for four years. 

A despatch from Washington December 13 
indicated, “unofficially,” that the agreement 
probably would lapse, and another from Ottawa 
the following day confirmed the report, “un- 
officially,” but added that the agreement had 
not accomplished its purpose, silver production 
having increased and prices weakened. Ap- 
parently there had been no active movement 
for an extension. 

Of the 35,000,000 ounces, the United States 
was to purchase 24,421,410 fine ounces, which 
was about its own production at that time, but 
as the principal sponsor of the movement, the 
United States Government had plans for doing 
more. Under the “Thomas Amendment” to the 
“A.A.A.” Act of May 12, 1933, supplemented by 
later legislation, the President was authorized 
to favor silver of domestic production over 
that of foreign origin, by purchases at a higher 
price. On December 21, 1933, our adhesion to 
the London Agreement was announced at 
Washington, and also that this Government, 
instead of buying a fixed quantity of silver, 
would buy all that might be mined in the 
United States. Moreover, in order to give 
silver a “lift” towards $1.29 per ounce, the 
planned-for price, it would pay approximately 
64 2/3 cents per ounce instead of 44, the open 
market price at that time. The avowed policy 
was to work the price up towards $1.29 per 
ounce, and enlist the cooperation of other 
nations in the establishment of full bimetallism 
on that basis. In April, 1935, the domestic 
price was advanced in two steps to 77.57 cents 
per ounce, where it has since remained. With 
this incentive the domestic output of silver 
rose rapidly. It was less than 23,000,000 ounces 
in 1933, while in 1937 it is approaching 70,000,- 
000 ounces, close to the record output durin 
the war, when silver was selling above $1. 
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per ounce. Domestic purchases from December 
21, 1933, to June 30, 1937, totalled 152,000,000 
ounces, at an average cost of 74.2 cents per 


ounce, 
Further Silver Legislation 


In the Gold Reserve Act of January 31, 1934, 
the Thomas Amendment was amended to give 
further powers, and finally the Silver Purchase 
Act of June 19, 1934, was passed. This was 
known to be a compromise between the Presi- 
dent and the silver advocates, but it gave broad 
powers, authorizing and requiring the executive 
department to purchase foreign silver abroad 
for the purpose of establishing a gold and silver 
currency reserve, which should be 75 per cent 
gold and 25 per cent silver, such silver to be 
counted at its monetary value of $1.29 per 
ounce. As the United States had been until then 
a distinctively gold standard country, the prin- 
cipal reserve was of gold, the silver holdings 
being a subsidiary class and small. It was as- 
sumed that the proportionate reserve would 
be arrived at by the purchase of additional 
silver. 


However, this has proved to be more difficult 
than anticipated. The devaluation of currencies 
has greatly stimulated the production of gold, 
and much of the new production has come to 
this country, thereby increasing the required 
purchases of silver. At the passage of the Act 
the monetary gold stock was valued at $7,856,- 
000,000, which would call for $2,619,000,000 
worth of silver, and, allowing for silver already 
in the Treasury, it was estimated that about 
1,330,000,000 additional ounces must be ac- 
quired to balance the monetary stock, as 
proposed. But from June 30, 1934, to the 
middle of December, 1937, the gold holdings 
rose from $7,856,000,000 to $12,765,000,000, 
which, if permanent, would call for an additional 
$1,636,000,000 of monetary silver. Purchases in 
the meantime had totaled approximately 1,500,- 
000,000 ounces, and apparently, after 3%4 years, 
and an expenditure of nearly $800,000,000, of 
which less than one-sixth was paid to domes- 
tic producers, the silver shortage was still ap- 
proximately 1,100,000,000 ounces. However, 
this would be diminished in proportion to ex- 
ports of gold. 


Status of Silver Purchases 
(000,000 Omitted) 


June 30, Dec. 31, Sept. 30, Dec. 17, 
1934 1935 1937 1937 


Gold Reserve ($)... 7,856 10,123 12,740 12,765 


Required Silver ($).... 2,619 3,373 4,247 4,255 
(0Z.)... 2,026 2,609 3,285 3,291 
Stock of Silver (0z.) 694 
Approx. Acquisi- 
TONS COB.) . cccicccrdciese 9 835 1,399 1,490 
Still to be pur- ; 
Chased (02.) ...... we 1,332 1,089 1,200 1,116 


_ 1,520 2,085 2,175 





Principal Sources and Acquisitions of Silver, 
1929 — 1937 
(Millions of Ounces) 


Mine Production Demone- Indian Chinese U.S. 

U.S. Mexico, Total tized §Con- Consump- Treasury 

Year Canada World Silver* sumption tion Acquis. 
1929.... 61 131 261 67 82 137 3 
1930.... 51 131 248 72 95 123 6 
1931... 31 107 196 69 57 59 2 
1932... 24 87 165 47 12 40 1 
1933... 23 83 169 104 10 _ 24 
1934.... 33 90 190 258 15 _ 282 
1935.... 46 92 216 390 5 - 553 
1936.... 62 95 251 305 100 _ 838 
1937§.. 69 105 270 — _ — 320 


Sources: Compiled from reports of E. Kann, Handy 
& Harman, U. S. Treasury, etc. 


“Approximately 1,600,000,000 ounces of silver were de- 
monetized from 1920 to 1937. §Partly estimated. 

The part which the United States Treasury 
has had in the acquisition and final disposition 
of the world’s supplies of silver since 1933-34 
appears in the last column. 


Effects of the Silver Purchases 
Upon the Use of Silver 


The sponsors of the Silver Purchase Act be- 
lieved that the absorption of the floating stock 
of silver, estimated at some 750,000,000 ounces, 
would stabilize the market, but, as against the 
efforts to help the price, the use of silver has 
declined. It has been demonetized in numerous 
cases by the substitution of paper money, bank 
services, other metals, etc., and the industrial 
use has either declined or been satisfied with 
secondary metal. In this country, for example, 
only 6,000,000 ounces out of the 44,000,000 
ounces required by the photographic film indus- 
try in 1936 represented newly-mined silver. 
And, finally, in November, 1935, China, the last 
nation on the silver standard, resorted to a 
managed paper currency, because silver coins 
had become too costly for the Chinese people 
and could not be kept in circulation. 

To prevent a demoralization of the silver 
market by a flood of demonetized coin, the 
United States Treasury consented to take 
Chinese Government silver and to provide 
either dollar exchange, or gold to be used for 
the support of the “yuan”. The United States 
Treasury has now absorbed approximately the 
equivalent of silver demonetized after the War. 
In the last two years, the annual supply of new 
silver remaining in the open market was only 
about 100,000,000 ounces, but apparently even 
this may be excessive, if it is causing the mar- 
ket to rely upon continuous purchases by the 
United States Treasury. 

Not only has this country’s production 
trebled since 1933 but the world production has 
expanded from 169,000,000 ounces to approxi- 
mately 270,000,000 ounces. It cannot be doubted 
that the sustained buying by the United States 
Government, and consequent boosting of the 
price, were important factors in this expan- 
sion. The sponsors of the movement were right 
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in their theory that if all the silver offered 
could be readily absorbed, and prices advanced, 
the market would be quite satisfactory, al- 
though possibly not “stabilized,” for under 
profitable conditions production is quite sure 
to increase. The real test in all such situations 
is whether the demand is a natural one which 
may continue indefinitely, or an organized one, 
like that planned in the London Agreement for 
the purpose of keeping the market up. 


The additional demand coming from the 
United States, which was planned for a limited 
time and quantity, not only swept up the exist- 
ing surplus, but invited larger production. 
When the Silver Purchase Act was passed, in 
June, 1934, the world price was about 45 cents 
per ounce, but a speculative demand set in 
which advanced it by the Spring of 1935 
to a peak of 81 cents, after which the trend was 
downward until in January, 1936, the price was 
back to 45 cents, where it was when the Pur- 
chase Act was passed. 


Apparently the United States Government 
has not wanted any more foreign silver than it 
has had to buy to support the price, but the 
problem of support is a serious one. It made 
arrangements for buying direct of Canada and 
Mexico; but questions arose early in December 
as to their permanence. If these arrangements 
should be discontinued, those countries would 
have to sell in open markets, regardless of 
stabilization. There was also a question about 
the stocks existing in China, much of which 
is coming under the control of Japanese forces. 
In view of these uncertainties, the markets 
naturally have been very nervous, and the 
usual importers of silver into the United States 
showed reluctance to assume the risk of carry- 
ing silver over the period required for its pur- 
chase abroad and delivery to the United States 
Treasury in this country. As a consequence 
the price in London declined to 187/16 pence, 
equivalent to a little over 42 cents in New York, 
or about 3 cents below the Treasury price. 
Following an announcement late in the month 
that the silver purchase understandings with 
Canada and Mexico would be continued through 
January, and the agreement with China to July 
1, next, the silver market rallied. 


Chinese exchange thus far has remained re- 
markably stable, despite the war. Aside from 
the existence of large foreign exchange re- 
serves, one reason for this has been the “immo- 
bilization” of bank deposits, through the limi- 
tation of withdrawals to 5 per cent per week. 
This measure, adopted shortly after the out- 
break of hostilities, has prevented any extensive 
flight of capital. A sharp reduction in the 
Chinese imports, caused by the blockade, and 
large relief remittances from abroad, have like- 
wise reduced the pressure upon the Chinese 
currency. 


The lesson of the several experiences of the 
United States in supporting silver has been 
that buying or holding for that purpose is 
effectual only while the buying or holding con- 
tinues. As always, it increases rather than 
lessens the problem of excessive production, as 
illustrated by the Stevenson plan for stabiliz- 
ing rubber, the decision of Brazil to abandon 
the destruction of coffee, and our own experi- 
ence in attempting to support the price of 
cotton. ¥ 


Social Security and the Budget 


The recent downward trend of employment 
in this country raises an interesting question 
as to its possible effects upon social security 
taxes and disbursements, and also upon treas- 
ury financing. Last year most of the major 
divisions of the social security program were 
put into operation, and the special payroll taxes 
on employers and employes have now become 
an important source of government receipts. 
The greater portion of these taxes has been 
invested in government securities to build up 
trust funds for the future payment of old-age 
pensions and unemployment insurance, and 
in this way provided cash with which the 
Treasury in recent months has financed its 
operating deficit without having to borrow new 
money in the open market. 

A decline in business volume and income 
would affect not only the receipts from social 
security taxes, but also the collections from 
corporate and individual income taxes and from 
miscellaneous internal revenue. At the same 
time, the expenditures for relief and public 
work projects, and for loans by government 
agencies, may have to be expanded. 

Moreover, unemployment insurance benefits 
will begin this month to be paid out to eligible 
unemployed in more than twenty States, in- 
cluding such important industrial States as 
New York, Pennsylvania, Massachusetts; Con- 
necticut and California. Wisconsin is already 
paying out benefits, and the remaining States 
will begin out-payments at various dates in 
1938 and 1939. In New York State alone, the 
Division of Placement and Unemployment 
Insurance, New York State Department of 
Labor, estimates that 425,000 men and women 
now unemployed will apply this month for 





‘weekly benefits. In the event that require- 


ments for benefit payments should exceed the 
current receipts from unemployment taxes, the 
Treasury would be called upon to liquidate part 
of the trust fund investments into cash. 


Social Security Tax Collections in 1936-37 
In the calendar year 1936, only the unem- 
ployment insurance taxes had gone into effect, 
and the Treasury receipts from this source 
amounted to approximately $65,000,000. 
In the calendar year 1937, the rate on un- 
employment insurance taxes was raised from 











1 to 2 per cent, and such taxes through Decem- 
ber 23 provided $568,000,000. The large increase 
over 1936 was due not only to the rise in rates, 
but to the time required for passing legislation 
and setting up the unemployment insurance 
systems for each of the forty-eight States, the 
District of Columbia, Alaska and Hawaii; also 
to the time lag incident to the filing of returns 
and the payment of taxes into the state treas- 
uries, and remittance of the funds to the United 
States Treasury as provided by law. This year 
the rate for unemployment taxes rises to its 
maximum of 3 per cent, all to be paid by the 
employer. 

In 1937 the old-age benefit plan, imposing 
taxes upon both employers and employes to 
provide for payment of pensions upon retire- 
ment at age 65, went into effect and through 
December 23 produced $592,000,000. This tax 
began at 1 per cent each for both employers 
and employes, rises to 114 per cent in 1940 and 
— its maximum of 3 per cent for each in 

The railroads are exempted from the general 
social security act and have their own retire- 
ment act, under which the Government took 
over the existing private pension systems and 
levies taxes upon the carriers and their em- 
ployes. This plan was put into operation in the 
latter part of the year and through December 
23 produced $68,000,000. 

The following summary of combined receipts 
by the Treasury of direct taxes for old-age 
benefits and railroad retirement, and of unem- 
ployment trust funds remitted by the States, 
will show the rapidly growing source of funds 
that has been provided by the social security 
program: 

Receipts by U. S. Treasury of Old-Age Benefit, Railroad 

Retirement and Unemployment Insurance Taxes 

(In Millions of Dollars) 

















Old-Age Railroad Unemployment Combined 
1936 Benefit Ret Insurance Total 
JTANUALY  ceccscccereseees $— $— $— — 
FeDruary  ...c.coeccree _ _ 5 5 
MAL © crccosccccsccceseces _— — 1 1 
April _ _ 3 3 
May ..... _ _— 1 1 
June _ _ 9 9 
July _— — 7 7 
PT, © Gntcariecscneceee _ — 5 5 
September ............ a a 4 4 
OCtODER cccccesrerceccceee —_ —_ 4d 
NOvember  ..scccsssee _ _ 10 10 
December ceccccsceeeese _ — 17 17 
a 65 65 
oli 12 15 
— 38 48 
— 82 188 
—~ 34 112 
— 38 97 
_— 45 98 
a 30 83 
— 17 137 
_ 48 98 
codabieebevs — 34 86 
NOVeEMDET ......c0000008 56 ot 85 145 
December® .......000 68 64 45 177 
> | eee $592 $68 $568 $1,228 


*Through December 23. 





| January, 1938 









It will be seen that during the year 1937 the 
combined total of social security taxes was over 
$1,200,000,000—an average of more than $100,- 
000,000 per month or $4,000,000 for every 
working day. While these taxes are a levy 
upon payrolls, the liability for their actual 
payment by employers represents a prior lien 
against earnings and assets, even in bankruptcy. 

Social security taxes, superimposed upon the 
numerous other taxes, have the effect of rais- 
ing the costs in all lines of business,—in min- 
ing and manufacturing, transportation and 
other public utilities, wholesale and retail dis- 
tribution, construction, insurance and finance. 
To the extent that taxes are passed on in the 
form of higher prices for the goods and ser- 
vices sold, they of course raise the cost of living 
for everybody. 


Social Security Reserve Funds 


Although the public has now become fam- 
iliar, in a general way, with the taxes under 
social security, the procedure of handling the 
reserve funds by the Treasury, and their effects 
upon the budget and upon federal financing, 
do not appear to be so clearly understood. 

Under the general social security plan, the 
$592,000,000 of taxes collected last year to De- 
cember 23 were included by the Treasury in its 
regular revenue receipts. During the same 
period, the Treasury charged as general ex- 
penditures : $237,000,000 in grants made under 
the law to the States for the relief of the aged, 
blind and crippled, for child welfare, maternal 
care, public health, etc., and for administrative 
and miscellaneous expenses, and also charged 
$516,000,000 for investment in the old-age re- 
serve account, making total expenditures of 
$753,000,000, and an excess of expenditures 
over receipts of $161,000,000. 

The investments must by law be made in 
United States direct or fully guaranteed obliga- 
tions yielding at least 3 per cent, to be obtained 
by purchase in the open market or by direct 
issue from the Treasury. Thus far all the fund 
has been placed in special issues of 3 per cent 
treasury notes. 

Although the investments are charged out 
as “expenditures”, the money actually remains 
in the general cash balance of the Treasury. 
An increase in public debt results, the same 
as if the funds had been borrowed in the open 
market, but the “cash deficit” of the Treasury 
becomes much smaller than the “book deficit”. 
The cash balance is available for meeting any 
expenditures or for retiring open market debt. 

In the case of the railroad retirement plan, 
a portion of the taxes collected by the Treasury 
is used for the current expense of the railroad 
pension systems taken over by the Govern- 
ment, and the remainder is invested in govern- 
ment securities in a fund known as the “rail- 
road retirement account”, out of which future 
pensions are to be paid, the procedure being 
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similar to that of the general social security 
act. On December 23 the railroad fund stood 
at $92,000,000. 

The unemployment reserves of the various 
States and territories are remitted to the 
United States Treasury, to be invested in 
direct or fully guaranteed government obliga- 
tions yielding at least the average rate of in- 
terest carried by the total interest-bearing 
public debt outstanding. All investments to 
date have been made by issuing special 214 per 
cent treasury certificates of indebtedness. 

Receipts and investments of unemployment 
funds are handled by the Treasury as “trust 
transactions”. They have no effect whatever 
upon the regular budget of revenue receipts 
and expenditures. Like the pension plans, 
however, they have the effect of supplying cash 
and enabling the Treasury to increase the 
public debt, without having to borrow in the 
open market. On December 23 the unemploy- 
ment reserve stood at $619,000,000. 


Reduction in “Cash Deficit”, 1936-37 
Following is a summary of the holdings of 

United States direct obligations by the various 
trust funds and government credit agencies, 
also the debt represented by adjusted service 
(bonus) bonds and savings (baby) bonds, and 
the balance of open market debt held by banks 
and other investors on December 23, 1937 (or 
the latest reported date), with the changes dur- 
ing the year: 

U. &. Public Debt Held by Trust Funds, 

Government Agencies, Etc. 
(In Millions of Dollars) 




















Total Change 
Dec. 23, Since 

1937* Jan. 1, 1937 
Old-age TESETVE ACCOUNL.....ccrccreree$ 516 + 516 
Railroad retirement account......... 92 + 92 
Unemployment trust funds..........0. 619 + 655 
Government retirement funds........ 403 t 63 
Government life insurance funds 640 500 
Other trust funds 60 — 97 
Postal Savings SYStCIN ecocccccccorssceee 933 + 42 
Federal Reserve Banks .....cccccccccres 2,564 + 184 
Other government agencies .......... 600 + 94 
Total trust funds, agencies, etc. 6,427 +1,899 
Adjusted service DONAS wcccccee 3809 — 142 
U. §. savings bonds, 985 + 610 
Sub-total 7,721 +2,267 
Open market debt 29,547 + 594 
Total public debt........cccccscscsssereess37,268%* +2,861 


* Or latest reported date. ** Not including guaranteed 
debt of government agencies. 


Thus it will be seen that, while the total 
debt increased by approximately $2,861,000,000 
last year, the operation of the various trust 
funds and government agencies, together with 
proceeds from the sale of savings bonds and 
payments of adjusted service bonds, financed 
$2,267,000,000 of the increase in public debt, 
so that only $594,000,000 (exclusive of refund- 
ings) was taken by the open market. During 
the past six months there has been practically 


no increase in the strictly open market debt. If 
the Treasury had not been required to borrow 
money with which to pay for the gold pur- 
chased last year and placed in its “inactive 
fund”, amounting to $1,228,000,000, a reduction 
of more than $600,000,000 could have been made 
in open market debt. 

This marks a striking change from 1936, 
when tax revenues were smaller and expendi- 
tures included the soldiers’ bonus. In that year 
debt increased by $3,850,000,000, of which the 
trust funds, bonus and savings bonds accounted 
for $1,021,000,000, and the remaining $2,829,- 
000,000 was borrowed by regular offerings in 
the open market. 

It is also significant that, whereas in 1936 
more than half of the new open market debt 
was taken by the banks and resulted in an ex- 
pansion of bank credit, there was a very sub- 
stantial decline during 1937 in bank holdings 
of government securities and a resulting con- 
traction in bank credit. 

For the year 1938, it would be extremely 
difficult to forecast the course of social security 
taxes and reserves, but as actual figures be- 
come available they will be followed with un- 
usual interest, not only because of the effect 
upon the regular budget but also because of 
the extent to which the trust funds have now 
taken over from the open market the burden 
of financing the government deficit. 


The Farm and Employment Problems 


The special session of Congress had little 
more than a month of working time for the 
proposals it was called to consider, the most 
important of which were for the regulation of 
wages and hours in industry and of production 
and prices in agriculture, both exceedingly com- 
plicated subjects. Opinions differed widely 
over the principles involved in both measures, 
and also upon controversial features, with the 
result that no conclusive action was taken. 

It goes without saying that these measures 
have been intended to serve the general wel- 
fare. They propose a “control” over industry 
and trade, wages, prices, etc., for the purpose 
of assuring greater stability and more equitable 
relations in the economic system. There is no 
opposition to the objects avowed, but there are 
honest differences over the proposals. 

The problems of “industry” and “agricul- 
ture” are essentially complementary and cannot 
be settled separately. The prosperity of each 
is dependent upon prosperity for the other; and 
the principal feature of the farm bill is the 
proposal to establish a “parity” of farm com- 
pensation with that of other industries. 





Some Features of the Farm Problem 
There has been a farm problem ever since 
anyone can remember. Always it has been said 
that the farmers were more poorly paid than 
any other group of the economic system, and 

















this probably is true, because they have been 
the largest group, and the average pay of any 
group, from the top down, always decreases as 
the numbers increase. All farmers are not 
equally or poorly paid. The Department of 
Agriculture is responsible for an estimate that 
51 per cent of the farmers produce 89 per cent 
of all farm products that leave the farms, while 
the other 49 per cent of the farmers produce 
the other 11 per cent.* 

This indicates one of the difficulties of at- 
tempting to fix parities by law. Wherever 
people work together, in any kind of coopera- 
tion, it is important that the division of re- 
sults shall correspond fairly to the contribu- 
tions to them. Communism breaks down at 
this point, and the figures of the Department 
of Agriculture show why. The Soviet au- 
thorities of Russia have become the most un- 
qualified of all advocates of payments “accord- 
ing to results.” 

The farmer is an independent worker ; in fact, 
a business man, and “management” is an im- 
portant factor in his affairs, as in all business. 
He works without direction or supervision. It 
is not criticism of any class to say that the 
average of the human kind tends to “take it 
easy” unless held to standards, but civilization 
has been built upon “payments according to 
results.” 

Various Factors in the Parity 

It is plain to be seen that agriculture has 
other compensations and attractions than the 
money-pay for crops. The freedom of daily 
life, the love of the “out-of-doors,” and the 
assurance of a “home and living” despite “de- 
pressions,” are important inducements in the 
choice of farming as against city occupations. 
In the United States, confidence in rising land 
values, and hope of independence for “the 
children” also have been a factor. All of these 
have helped to determine the proportion of 
farmers in the total population, and this is the 
principal factor in the parity problem. 

The outstanding fact about the relative com- 
pensation of different occupations is that it 
depends upon the number of persons who crowd 
into them, in proportion to the number needed. 
If too many potatoes are grown, the price will 
be low, and if the supply of lawyers or doctors 
is large in proportion to the number of people 
who may employ them, the average compensa- 
tion will be low, even though certain ones have 
more business than others. The public cannot 
be compelled to divide its favors equally, unless 
it is to be completely regimented. Any parity 
of occupations must be fixed by the free choice 
of individuals, or, either it will not stay fixed, 





*Over enormous areas persons follow farming as a 
“mode of life’ on an extremely low-pressure basis. 
This is “subsistence farming,” with the standard of 
subsistence as a whole very m e.—“America’s 
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Capacity to Consume,” by Brookings Institution, page 
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or liberty must be surrendered. The only rule 

for maintaining a real parity is that of allowing 

actual freedom of movement into and between 

all occupations, but it is needless to say that 

fem is not contemplated in any of the pending 
ills. 


The Diminishing Proportion of Farmers 


In an address last month Professor Robert 
A. Millikan, a man of scientific training and 
broad social sympathies, said that in 1800 ninety 
per cent of the people of the United States lived 
on the farms, in comparison with not more than 
25 to 30 per cent now; this because improve- 
ments in methods of farming have increased 
the per capita production of farmers. The re- 
lease of workers from the farms has made pos- 
sible the vast development of the other indus- 
tries, and the rise in the standard of living, on 
farms and in cities alike. The production of 
farms is mainly of food stuffs, the demand for 
which is limited for each person, while the 
aggregate demand for all commodities is prac- 
tically unlimited. Hence as farm production has 
increased there has been a constant migration 
of young persons from the farms to the cities 
to better their lot, and this has been necessary 
to maintain the normal parity of exchange re- 
lations between agriculture and the other indus- 
tries. Without it agriculture would have been 
even more depressed. 

Officials of the Department of Agriculture 
have said that 60 per cent of the present farm 
population would be able to produce all of the 
crops that the public desires, or is prepared to 
buy. It follows that 40 per cent is unneeded 
there, and simply divides the total compensa- 
tion of farmers without increasing its purchas- 
ing power. They unbalance the economic 
system and lower its possible productivity as 
a whole. Evidently legislation which causes 
an unbalanced production of farm products is 
not a remedy for agricultural depression. 


Standard of Living Depends on Production 


The standard of living is dependent upon 
the production of the industries, for, of course, 
it is impossible to divide more than is pro- 
duced. Referring again to the address of Pro- 
fessor Millikan before the National Associa- 
tion of Manufacturers, we quote as follows: 


The standard of living of any country is determined 
simply by the total quantity of goods and services 
produced. That means if we are concerned about 
raising the standard of living in the United States 
the only possible way we can do it is, in some way 
or other, directly or indirectly, to create more goods 
and services. 

The American wage worker gets 1.7 times as much 
buying power for an hour’s work as does the wage 
worker in Great Britain and he gets 1.92 times as much 
as the Swedish or Dutch worker, 2.5 times as much as 
the German worker and more than three times as 
much as the worker in other parts of Europe outside 
of Russia, where the average buying power of wages is 
probably less than a tenth of that here. 

This is primarily, no doubt, because we use more 
power machines here than in any other country. 
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This statement was practically repeated and 
emphasized by Mr. Marriner S. Eccles, Gov- 
ernor of the Federal Reserve Board, a few days 
later, in an address to the American Farm 
Bureau Federation. He said: 


Actually there is only one way in which the general 
standard of living can rise and that is by an increase 
in the production and consumption of real goods and 
services per head of the population. This stubborn 
fact, though incontrovertible, is too often ignored or 
forgotten. We are inclined to think too much in terms 
of money incomes and not enough in terms of what 
the incomes will buy. 


In the final analysis, the national income is measured 
by the total output of goods. If there is less to divide, 
all groups of the population, including capital, labor 
and agriculture, will suffer. The national standard of 
living will decline. 

These few sentences embody the common 
sense of both the farm and unemployment 
problems. In truth, there is but one common 
problem for all the groups of the economic 
system, viz: (1) How to increase the supply 
of goods and services that all the people. are 
wanting, and (2) How to maintain the balanced 
production which is necessary in order that the 
vast and varied volume of products may buy 
and pay for each other and move readily into 
consumption. 


Production and Distribution 


One of the common fallacies of the day is 
the theory that abundant pro“:iction no longer 
is a problem, but that faulty distribution is to 
blame for the poverty and want that afflict the 
world. One widely-quoted statement is that 
no family in the United States should have an 
income of “less than $3,500 per year,” but the 
aggregate production of wealth in the United 
States in 1929 (the premier year), by labor and 
capital together, averaged about $1,700 to each 
person “gainfully employed,” as attested by 
the Census office statistics. If the total of pro- 
duction were divided for consumption, no 
capital would be gained for increasing produc- 
tion and raising the standard of living in the 
future. Social progress would come to a stand- 
still. 

All of the great industries now giving em- 
ployment to many millions of workers have 
been built up mainly by means of their own 
earnings, which have become “capital” that did 
not exist before. The industries could not have 
existed, the employment could not have been 
given, the products could not have been dis- 
tributed far and wide through the markets, but 
for the enterprise, labor and genius of the 
leaders who directed this development, and the 
capital employed. The per capita of values pro- 
duced and distributed was greater in 1929 than 
in any other year, before or since, but still far 
below the desired minimum per family. 


It is clearly not true that the problem is one 
of “distribution” only; the primary problem is 
to produce enough to go around in even half- 
way measure. The statistics of “wealth con- 
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centration,” as quoted, are often misleading, for 
the bulk of this wealth is engaged in producing 
common supplies for the “market,”—a service 
to all consumers. 


The Economic Organization 


The economic system which supplies our 
wants has grown to be marvelously complex 
in its services, but remains very simple in its 
principles. It is a vast cooperative system, by 
which each and every part buys the services 
of the others by selling its own—virtually an 
exchange of services through the markets, and 
by the aid of “money” as a “medium of ex- 
change.” The real buying power is in the 
products or services themselves. Each seller 
buys “money” and uses it for his purchases 
in the market. The one fundamental condition 
is that the parts of the system shall maintain 
the balanced and cooperative relations neces- 
sary to the uninterrupted flow of the exchanges. 
Unless production and prices are kept in right 
relations, the system will fall into disorder, as 
we have seen, and the volume of exchanges will 
rapidly decline. The key to prosperity is in 
balanced exchange relations. 

The law of supply and demand is the natural 
regulator of production and prices. Supply and 
demand tend to meet and satisfy each other. 
The law reaches out over the entire population 
offering everyone an inducement to do some- 
thing that the people want done, with a scale 
of pay adjusted to their choice of wants. Food 
ranks first, but the price declines rapidly if 
everyone is assured of all the food he wants. 
People tend to get out of any business in which 
the pay is low, and into lines that pay better, 
which tends to keep the system in balance, 
provided no abnormal or artificial influence, 
such as a War or a Law, shall interfere. If one 
farm crop brings a relatively low price, this 
may be corrected by shifting acreage to. some- 
thing else, but if the compensation for all farm 
products is low in comparison with the pay of 
other employments, there is no escape from 
the conclusion that too large a proportion of 
the population is engaged in farming. 


The Problem of Unemployment 


The question may be asked, “If there are too 
many farmers, what shall be done with them 
when all the industries are reporting unem- 
ployment?” The answer is that ways must be 
found of expanding the industries which have 
unlimited possibilities in the unsatisfied wants 
of the people. Only by a prosperous state of 
industry can the farm problem be solved. Hence 
it is essential to farm relief that the policies 
towards industry be such as will encourage 
growth and development. For example, the 
remedy for the distressed condition of “share- 
croppers” in the South is more industries there, 
which will take the surplus numbers from the 

















fields, diversify employment, and raise the 
standard of living by increasing the production 
and consumption of needed goods. 


The industries sell to each other, and can do 
so only when buying power is in balance, which 
means that production and prices are in right 
relations between the principal groups of the 
system. If there are too many farmers their 
earnings will be low and their buying power 
low, which will depress the buying power of 
other groups. Lessening the number of farmers 
will raise the buying power of those remaining, 
and this will react upon the industries of which 
they buy, restoring the system to order. 


The per capita consumption of food products 
is necessarily limited, and the rate of popula- 
tion-increase is declining. Moreover, the popu- 
lation increases faster on the farms than in the 
cities. These facts show the futility of plans 
for mantaining a proportional increase of farm 
population, or of farm production, or the parity 
of prices under such conditions. The farm prob- 
lem cannot be solved by such planning. No one 
will increase his consumption of farm products 
simply to increase the average farm income, 
even though an official board shall decide that 
this should be higher. 

The economic system as a whole does not 
lack a market, for it has all the market it ever 
has had, to-wit: /tself, and after but one year 
of good business following six years of de- 
pression, the country is behind its normal de- 
velopment. The system needs only to balance 
itself by allowing the law of supply and de- 
mand to distribute the workers among the em- 
ployments in right relations to each other. In 
other words, the need is for an actual “parity” 
instead of an imaginary one. The unemployed 
alone would provide a market for all the 
goods the unemployed could make, if the sys- 
tem were in balance. The problem then be- 
comes one of tiding over in the most humane 
and economical manner possible the unem- 
ployed, while this balance is being restored. 

The greatest need is more capital to improve 
the equipment of the industries, and increase 
the purchasing power of all the people by re- 
ducing costs and prices. 

Following are a few pertinent sentences, con- 
densed from the address by Mr. Eccles before 
the Farm Bureau Federation: 

I am hopeful that businessmen will act upon a recog- 
nition of the fact that their long-run interests are 
bound up with the largest possible volume of produc- 
tion at the lowest possible prices. 


Likewise I am hopeful that labor policy will take 
into account the fact that advances in wages which 
are in excess of increasing productivity and result 


THE NATIONAL CITY BANK OF NEW YORK 





January, 1938 


in increased prices, react against labor itself, as well 
as against the community at large. 

If they result in advancing prices, they encourage 
speculative inventory buying, or shut off demand, or 

th, as we have recently seen. If they reduce profits 
below a point that encourages new investment, they 
lead to a decrease of plant equipment and other capi- 
tal expenditures, 


Similarly, general shortening of hours not offset by 
increases in efficiency is bound to result in a lower 
standard of living for workers generally. 

These quotations afford the tests for any 
new legislation on the subject. An amendment 
to the farm bill in the supposed interests of the 
dairy industry requires that lands withdrawn 
from cultivation under the conservation pro- 
visions shall not be used for pasturage, al- 
though pasturage increases fertility. It would 
be as logical to suppress the cooperative cow- 
testing associations which have doubled the 
milk production of dairy cows per head. The 
principle of cooperation is that a policy which 
is good for one group is good for all, and that 
one which is bad for one group is bad for all. 
Otherwise the “system” would become a mob 
of contending factions. If every group seeks 
higher prices by restricting production, the 
result will be a scarcity of everything, instead 
of the abundance that is wanted. 

If the Government subsidizes farmers to re- 
main farmers when they are not needed, it 
will subsidize the surplus production which 
it wants to be rid of, and prevent the law of 
supply and demand from balancing the system. 

News reports have said that $1,500,000 has 
been apportioned to pay potato-growers for 
feeding their surplus potatoes to their own live 
stock, although this surely will increase the 
surplus of other feed. Also something is pro- 
posed for raising the price of milk to producers, 
and every new raise multiplies the demands 
for “parity prices” elsewhere, all to be paid 
from the Treasury. In the farm bill debate, 
estimates of the aggregate of parity payments 
ran as high as $1,000,000,000 a year. And all 
the while it is just as feasible to balance pro- 
duction on a level of all-around abundance as 
on a basis of all-around scarcity, and the pur- 
chasing power of every group would be the 
same on a low price-level as on a high level, 
provided only that the system is in balance. 
Balance, not Force, or Authority, governs the 
economic system. 

Space is not available for extended comment 
upon the wage and hour bill, but the principles 
involved are the same as in the farm bill. In 
each case the choice is between a controlled 
economy, managed by governmental agencies, 
and the free system, in which the law of supply 
and demand is the dominating influence. 
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